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US Airline Industry Profits: 2000-2008E 

Source: ATA, DOT Form 41 data; Bloomberg; Bear Stearns estimates using 10 largest US airlines

Annual Profit (Loss) US$ billions
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After $33 billion in accumulated losses from 2001-2006
2007-2008E could yield $13 billion in estimated profits
Avg net debt to capital of 67% in 2000, worst was 168% in 2005, vs. 115% in 2006
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Load Factors and Yields: 
Planes Fuller Than Ever and Yields Still Below 2000 Peak

Industry Load Factor at All-Time High
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Source: DOT Form 41 data; Company reports; Bear Stearns estimates 
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US Airline Industry Profit Margins: 
2000-2008E 

Source: Company reports, Bear Stearns estimates using 10 largest US airlines

Operating margins 4.5% in 2006 vs. 7% in 2000 
However, operating margins ex fuel now surpassing level in 2000: 30% in 2006 vs. 21% in 2000
Labor costs amounted to 24% of revenue in 2006 vs. 33% in 2000
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Fuel Prices

Fuel was 12% of revenues in 2000 vs. 26% of revenues in 2006
Oil prices and airline financial performance inversely correlated in recent years

Source: Bloomberg; Bear Stearns estimates.  

XAL Performance vs. WTI Crude Price 
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Capacity to GDP Favorable

Source: Company data, BEA, ATA, Bear Stearns estimates 

Since deregulation, when the GDP-Capacity Spread has been > than -0.5% pts, RASM has 
risen over 3% y/y
2006 saw a GDP-Capacity Spread of 2.3% pts and RASM growth of 9.6% y/y
Moderate capacity growth in 2007 of 3.3% and healthy economic growth forecasts suggest 
3%+ y/y unit revenue growth this year

RASM Yield Load
% YoY % YoY Pt Chg

Average Growth when GDP-Capacity > Historical >-0.5% >-0.5% >-0.5%
Average (ex 01, 81, 80) 3.1% 1.2% 1.2

Average Growth when GDP-Capacity < Historical <-0.5% <-0.5% <-0.5%
Average (ex 01, 81, 80) 1.4% -0.5% 1.1

GDP-
Real GDP ASMs  Capacity RASM Yield Load

% YoY % YoY Spread % YoY % YoY Pt Chg
2006A 3.4% 1.10% 2.3% 9.6% 7.9% 1.2%
2007E 3.0% 3.30% -0.3% 3.9% 3.5% 0.4%

BSC 
Aggregate
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Consolidation?

Sturdy Cycle: tight supply of seats, moderate economic growth, and low cost carrier fuel 
hedge declines
or
Super Cycle:  consolidation among major carriers could reduce seats and drive higher unit 
revenue growth
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Disclosures

ADDENDUM
IMPORTANT DISCLOSURES

ANALYST CERTIFICATION

The Research Analyst(s) who prepared the research report hereby certify that the views expressed in this research report accurately 
reflect the analyst(s) personal views about the subject companies and their securities. The Research Analyst(s) also certify that the 
Analyst(s) have not been, are not, and will not be receiving direct or indirect compensation for expressing the specific 
recommendation(s) or view(s) in this report.

David Strine

For important disclosure information regarding the companies in this report, please contact your registered representative at 1-888-473-
3819, or write to Sandra Pallante, Equity Research Compliance, Bear, Stearns & Co. Inc., 383 Madison Avenue, New York, NY 
10179.

The costs and expenses of Equity Research, including the compensation of the analyst(s) that prepared this report, are paid out of the 
Firm's total revenues, a portion of which is generated through investment banking activities. 

This report has been prepared in accordance with the Firm's conflict management policies.  Bear Stearns is unconditionally committed to 
the integrity, objectivity, and independence of its research.  Bear Stearns research analysts and personnel report to the Director of 
Research and are not subject to the direct or indirect supervision or control of any other Firm department (or members of such 
department).   
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Disclosures

IMPORTANT DISCLOSURES (continued)

This publication and any recommendation contained herein speak only as of the date hereof and are subject to change without notice.  
Bear Stearns and its affiliated companies and employees shall have no obligation to update or amend any information or opinion 
contained herein, and the frequency of subsequent publications, if any, remain in the discretion of the author and the Firm. 

Bear, Stearns & Co. Inc. Equity Research Rating System:
Ratings for Stocks (vs. analyst coverage universe):
Outperform (O) - Stock is projected to outperform analyst's industry coverage universe over the next 12 months.
Peer Perform (P) - Stock is projected to perform approximately in line with analyst's industry coverage universe over the next 12 months.
Underperform (U) - Stock is projected to underperform analyst's industry coverage universe over the next 12 months.

Ratings for Sectors (vs. regional broader market index): 
Market Overweight (MO) - Expect the industry to perform better than the primary market index for the region (S&P 500 in the US) over the 

next 12 months. 
Market Weight (MW) - Expect the industry to perform approximately in line with the primary market index for the region (S&P 500 in the 

US) over the next 12 months. 
Market Underweight (MU) - Expect the industry to underperform the primary market index for the region (S&P 500 in the US) over the next 

12 months.

Bear, Stearns & Co. Inc. Ratings Distribution as of December 31, 2006:
Percentage of BSC universe with this rating / Percentage of these companies which were BSC investment banking clients in the last 12 

months.          
Outperform (Buy):    41.0  / 8.3 
Peer Perform (Neutral):    49.5 / 8.0 
Underperform (Sell):    9.5 / 0.0
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Disclosures

OTHER DISCLAIMERS    

OTHER DISCLAIMERS    

This report has been prepared by Bear, Stearns & Co. Inc., Bear, Stearns International Limited or Bear Stearns Asia Limited (together with 
their affiliates, "Bear Stearns"), as indicated on the cover page hereof.  This report has been adopted and approved for distribution in 
the United States by Bear, Stearns & Co. Inc. for its and its affiliates' customers.  If you are a recipient of this publication in the United 
States, orders in any securities referred to herein should be placed with Bear, Stearns & Co. Inc.  This report has been approved for 
publication in the United Kingdom by Bear, Stearns International Limited, which is authorized and regulated by the United Kingdom 
Financial Services Authority.  Private Customers in the U.K. should contact their Bear, Stearns International Limited representatives 
about the investments concerned. This report is distributed in Hong Kong by Bear Stearns Asia Limited, which is regulated by the
Securities and Futures Commission of Hong Kong.  Additional information is available upon request. 

Bear Stearns and its employees, officers, and directors deal as principal in transactions involving the securities referred to herein (or 
options or other instruments related thereto), including in transactions which may be contrary to any recommendations contained 
herein.  Bear Stearns and its employees may also have engaged in transactions with issuers identified herein.  Bear Stearns is 
affiliated with a specialist that may make a market in the securities of the issuers referred to in this document, and such specialist may 
have a position (long or short) and may be on the opposite side of public orders in such securities.

This publication does not constitute an offer or solicitation of any transaction in any securities referred to herein.  Any recommendation 
contained herein may not be suitable for all investors.   Although the information contained in the subject report (not including 
disclosures contained herein) has been obtained from sources we believe to be reliable, the accuracy and completeness of such 
information and the opinions expressed herein cannot be guaranteed.  This publication and any recommendation contained herein 
speak only as of the date hereof and are subject to change without notice.  Bear Stearns and its affiliated companies and employees 
shall have no obligation to update or amend any information or opinion contained herein.

This publication is being furnished to you for informational purposes only and on the condition that it will not form the sole basis for any 
investment decision.  Each investor must make their own determination of the appropriateness of an investment in any securities 
referred to herein based on the tax, or other considerations applicable to such investor and its own investment strategy.  By virtue of 
this publication, neither Bear Stearns nor any of its employees, nor any data provider or any of its employees shall be responsible for 
any investment decision.  This report may not be reproduced, distributed, or published without the prior consent of Bear Stearns. 
©2007.  All rights reserved by Bear Stearns.  Bear Stearns and its logo are registered trademarks of The Bear Stearns Companies 
Inc.



Page 10

EQUITY RESEARCH

David Strine / dstrine@bear.com / 212-272-7869 U.S. AIRLINES

Disclosures

OTHER DISCLAIMERS  (continued)  

This report may discuss numerous securities, some of which may not be qualified for sale in certain states and may therefore not be 
offered to investors in such states.  This document should not be construed as providing investment services.  Investing in non-U.S. 
securities including ADRs involves significant risks such as fluctuation of exchange rates that may have adverse effects on the value 
or price of income derived from the security. Securities of some foreign companies may be less liquid and prices more volatile than 
securities of U.S. companies. Securities of non-U.S. issuers may not be registered with or subject to Securities and Exchange 
Commission reporting requirements; therefore, information regarding such issuers may be limited.

NOTE TO ACCOUNT EXECUTIVES: For securities that are not listed on the NYSE, AMEX, or Nasdaq National Market System, check the 
Compliance page of the Bear Stearns Intranet site for State Blue Sky data prior to soliciting or accepting orders from clients. 

CIR 230 Disclaimer  

Bear Stearns does not provide tax, legal or accounting advice. You should consult your own tax, legal and accounting advisors before 
engaging in any transaction.  

In order for Bear Stearns to comply with Internal Revenue Service Circular 230 (if applicable), you are notified that any discussion of U.S. 
federal tax issues contained or referred to herein is not intended or written to be used, and cannot be used, for the purpose of: (A) 
avoiding penalties that may be imposed under the Internal Revenue Code; nor (B) promoting, marketing or recommending to another 
party any transaction or matter discussed herein.
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